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Philippines: Import compression
continues for 7th month

The narrowing of the trade gap usually translates into a short-term
appreciation for the Peso but 2020 could be different
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October trade gap at -$3.25 bn

Philippine imports contracted for a 7th month as capital outlays failed to match last year's
spending binge due to the government budget delay and depressed corporate investment
appetite. The confluence of 2018 central bank rate hikes and the 5-month delay in the budget
passage continue to weigh on overall investment activity. This is evident from the pullback in all
major subsectors of the import bill. Meanwhile, exports managed to eke out growth with the
electronics sector defying the global slowdown in trade, and posting a 0.1% increase from the
same month last year.

Imports down 10.8%

Inbound shipments linked to investment and the government'’s infrastructure building program
slipped into the red with capital goods down 4.1%YoY while raw materials dropped a jarring
19.3%. Heavy machinery used by corporates edged lower in October with power generation
machines falling 5.7% and electrical machinery down by 2.4%. Meanwhile, materials linked to
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construction were likewise down with iron and steel plunging 31.7% and metal products falling by
14.7%. Lastly, given weaker global crude prices in October, energy imports fell by 13.3% in value.

Global headwinds? Electronics exports post 7% increase

The heavyweight electronics sector, which accounts for 56% of total exports, grew by 7%YoY,
offsetting the 7.5% decrease for the rest of the export sector. For the year, outbound shipments of
electronics have managed to gain 2.7%, once again making up for other exports which are down
3.2%. The relatively positive performance of the electronics subsector coincides with a strong gain
in shipments to the United States, which is now the Philippines' main trading partner, posting year-
to-date growth of 7.6%. Amidst the global headwinds, the Philippines has been able to find a
destination for electronic products in the United States.

Narrowing trade gap benefits the Peso.. for now

The Philippines trade gap has narrowed in 2019, largely due to import compression while exports
have managed to stay afloat amidst the ongoing trade war. The sustained pullback in capital
machinery and raw materials imports reflects a worrisome trend with potential productive
capacity likely curtailed by previous policy tightening and the 2019 budget delay. Meanwhile, the
11% narrowing of the year-to-date trade deficit has helped provide some support for the Peso for
most of the year. In the short term, the Peso will continue to enjoy an appreciation bias on holiday
remittance flows and the narrowing trade gap. However, increased demand for foreign currency
coupled with a projected easing from the Bangko Sentral ng Pilipinas (BSP) in February 2020 will
likely see an end to the recent strengthening bias for PHP as early as 1Q 2020.

Author

Nicholas Mapa
Senior Economist, Philippines
nicholas.antonio.mapa@asia.ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security

Snap | 10 December 2019 2


mailto:nicholas.antonio.mapa@asia.ing.com

THINK economic and financial analysis

discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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